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Measuring Credit Risk of Loan Portfolio as Economic Cycle Changes
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<ABSTRACT>

Measuring Credit Risk of Loan Portfolio as
Economic Cycle Changes

Heung-Kyu Kim *

In this paper, a change in credit risk of loan portfolio, as a function of economic cycle, is
considered. When economic conditions vary, credit risk of portfolio that consists of large number of
small loans undergoes a change accordingly. A simple mathematical model that allows us to measure
a change in credit risk of loan portfolio, as economic conditions vary, is developed. This model
represents credit risk as expected loss rate that is defined as the product of default rate and mean

loss rate. This model enables us to better manage credit risk of loan portfolio.

*  Professor of Business Administration, Dankook University.
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